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                      January 11, 2023 
 
 
Dear Clients and Friends: 
 
Happy New Year!  Hopefully the financial markets will treat us better in 2023 than they did last year – 
we believe they will.   
 

Benchmark Index Total Returns  

 

Quarter 
Ending Year Ending 

  
 

 12/31/2022 12/31/2022 

  
 

   
Lipper Balanced Fund Index  

 6.10% -14.36% 

  
 

   
S&P Dividend Aristocrats  

 13.52% -6.21% 

S&P 500 Stock Index    
 7.56% -18.11% 

Russell 1000 Value Index  
 12.42% -7.54% 

  
 

   

3-month US Treas. Bill Index  
 0.87% 1.35% 

S&P-7-10-Year-US Treas. Bond Index  
 0.60% -15.08% 

S&P U.S. Gov & Corporate 30 Year Bond Index  
 -3.30% -33.45% 

 
 
On day 1 of trading in 2022, Apple became the first stock in history to trade with a total market value of 
over $1 trillion.   Unfortunately, that was very close to the market high, not only for Apple, but also for 
the stock market as a whole.  And as is generally the case, the stocks that went up the fastest and the 
farthest in the previous few years went down the fastest when the market turned negative. 
 
Apple and the rest of the so called FANGMA highflyers more than doubled the decline in the general 
market losing more than 40% of their value on average.  Meta Platforms (formerly Facebook), Amazon 
and Netflix all lost more than 50% of their value at the beginning of the year.  This is why we just don’t 
participate in that sector of the stock market.  Peace of mind (yours and ours) is one of our highest 
priorities.  In the minds of most, the pain on the way down feels worse than the pleasure we feel when 
what we own is going up.   
 
In keeping with the above, our approach is more conservative than many.  As a result, we may lag the 
market on the way up, but we tend to do much better on the way down.  This happened last year as it 
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has in the past.  Every account we manage for a fee outperformed the S&P 500 in 2022 and most also 
did better than the typically more conservative Lipper Balanced Fund Index.  The trouble with the Lipper 
was poor performance in the bond market as well as the stock market. Bonds adjusted to the higher 
interest rates put in place by the Federal Reserve Bank by falling in value, and longer-term, bonds fell 
the most.  Bonds are often thought of as a relatively safe haven when the stock market is going down, 
but that just was not the case for 2022 due to rising interest rates.   
 
We were encouraged in the fourth quarter of 2022 when many of our accounts also outperformed the 
market as the S&P 500 rebounded by over 6%.  Value stocks that we tend to own continue to look 
relatively good on a longer-term basis.  During inflationary periods the market will generally favor 
companies with substantial earnings and cash flow today ahead of companies with substantial earnings 
and potential cash flow well out into the future.   
 
Last year there were also a number of tumultuous news events that kept the stock market on edge.  Just 
to name a few -  
 
If the market top last January was the high point for the year, January also marked a statement by the 
Federal Reserve Bank that tighter money was ahead as they announced that they would slow their 
purchase of government bonds decreasing the amount of money that the system would have to work 
with.  The tech heavy NASDAQ Stock Index declined more than 3% that day, marking the worst start to a 
calendar year in over a decade.  And as we mentioned in our letter of a year ago, as goes January, so 
goes the year, at least in 2022. 
 
In February Russia invaded Ukraine.  And ominously from a financial point of view, the Federal budget 
deficit continued to climb to a new high of over $30 trillion for the first time. 
 
In March there was a brief period when the yield on two-year treasury securities exceeded the yield on 
ten-year bonds, a phenomenon known as an “inverted yield curve”.  This is almost always followed by 
economic recession.  But employment statistics remained strong which buoyed the economy, and we 
avoided a major slowdown at that time.  However, high employment meant continued pressure on 
prices and inflation.  In July the CPI hit its highest point in forty years as the year over year increase 
came in at 9.1%.  By the end of the year the yield curve was inverted again, a condition that holds 
through today indicating that there is a high probability of a recession in 2023.   
 
Through the rest of the year, energy shocks abounded, southern border crossings continued to grow, 
hurricanes in the east and too much rain in the west added more misery, Republicans gained control of 
the House of Representatives (but not by much), and monetary tightening by the Fed continued at a 
rapid rate.  No wonder we are all glad the year is over. 
 
Looking ahead to 2023, we doubt there will be as “soft” a landing for the economy as many are 
predicting.  The Fed usually overshoots during tightening cycles.  Though future interest rate increases 
will be smaller than last year, we do believe the overshoot will happen again.  Inflation, not growth, is 
the current focus.  Monetary tightening always operates with a lag of uncertain length.  A mild to 
moderate recession in 2023 seems probable, but we view this as a normal part of the business cycle 
rather than something to be feared.  Current headlines indicate that layoffs are increasing for certain 
sectors like tech, big banks, and retail.  Amazon, Meta, Salesforce, and Goldman Sachs have all 
announced layoffs in recent months, just to name a few.  While this contraction is painful, at least for 
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some workers and sectors of the economy, it is probably necessary in order to bring our economy back 
into balance after years of too much monetary easing and artificially low rates by the Fed.       
 
The good news is that while the economy has likely not hit bottom yet, it is quite possible that the stock 
market hit its low in early October when it was down over 20% from its high.  Bad news since then 
seems to be having less and less of an impact.  Even in the event of a 2023 recession, we may find that 
most of the bad news has already been baked into security prices and many worst-case scenarios may 
not come to fruition.  Because the stock market is forward looking, stock prices tend to hit bottom well 
before the worst has passed in the news and economic cycle.   
 
This does not mean that it is clear sailing ahead.  With all due humility, we expect the S&P 500 to close 
higher than it was at the end of 2022, but not necessarily by a lot.  We are probably in for continued 
volatility in 2023.  Our assumption is that any recession will be over or near over by the end of this year, 
as will the tightening of interest rates.  As the market is always looking forward it will by then be 
discounting a more positive future well into 2024.   
 
Top Holdings 

Once again, we saw little turnover in our top holdings as Comcast and T. Rowe Price came onto the list 

replacing Stanley Black and Decker and United Parcel Service.  These changes were mostly due to 

relative price performance as well as some tax loss selling and buy backs that occurred in the last 

quarter.  As of the end of the year our top holdings were as follows:     

 

ABBV AbbVie Inc. 
 

ITW Illinois Tool Works Inc 

AMP Ameriprise Financial 
 

LEG Leggett & Platt Inc 

AMGN Amgen Inc 
 

LOW Lowes Companies Inc 

ADM Archer Daniels Midland 
 

MRK Merck & Company Inc 

CAH Cardinal Health Inc 
 

MSFT Microsoft Corporation 

CAT Caterpillar Inc 
 

PII Polaris Industries Inc. 

CSCO Cisco Systems Inc 
 

QCOM Qualcomm Inc. 

CMCSA Comcast Corporation 
 

XLK SPDR Technology Sector ETF 

EPD Enterprise Products Partners LP 
 

TGT Target Corporation 

FAST Fastenal Company 
 

TROW T Rowe Price Group 

 

It is interesting to note that 16 of these 20 companies remained on our top 20 holdings list for the full 

year.  Cardinal Health, Leggett, Target, and T. Rowe went on the list in the third and fourth quarters.  We 

view this as a further indication that we focus on long term investing.  Looking at these 16 holdings:   
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1) Nearly half, or 7 of the 16, had a positive return for 2022 (AbbVie, Ameriprise, Amgen, Archer-
Daniels, Caterpillar, Enterprise Products and Merck).   
 

2) Companies with strong dividend yields were the clear winners in 2022.  The average yield based 
on starting value was 3.7% among the 7 companies with positive returns, compared with 1.8% 
for the 9 companies with negative returns.   
 

3) There was a wide range of dispersion between our winners and losers.  Top performers were 
Merck (+49%), Archer Daniels (+40%) and AbbVie (+24%) while our biggest losers were 
Qualcomm (-39%), Microsoft (-28%) and the S&P Technology ETF (-28%).   
 

4) Technology was the biggest loser in our portfolios, as all of our worst performers were in the 
tech sector.  We do derive some modest comfort from the fact that all of our portfolios were 
underweighted in technology stocks when compared to the general market. Conversely, 
healthcare and energy were clear winners in our portfolios.   
 

5) The average performance of our top holdings was -1.1%, compared with the S&P 500 down 
about 18%.  We note that average top 20 performance is not indicative of total client 
performance because it does not account for weightings, and it does not include all account 
holdings.  Microsoft stock remains our largest overall holding even after the declines.  But it 
does help to explain why all of our client accounts held up substantially better than the market 
for the year.       
 

While Qualcomm and Microsoft were our worst performers last year, we view them as strong 
companies whose stock prices have come back down to earth.  They are now trading at more 
“reasonable” levels.  At its reduced price we have even begun adding to Qualcomm in some client 
accounts where it makes sense.  

 And despite its terrible year for the stock price, Microsoft remains one of our all-time best performers 
and fundamentally one of our strongest companies; so, we are in no hurry to unload shares so long as 
the fundamentals hold up.  Microsoft is a company we envision continuing to own for a long time so the 
long-term is where we remain focused.  Where it became oversized in portfolios due to gains, we did 
reduce positions at what now seem like very high prices in comparison to the fundamental position at 
that time. 

Meanwhile, looking at our top performers we do see other opportunities to trim or sell in order to take 
advantage of some of the depressed values of other stocks.  The dispersion in the performance of 
individual issues provides us with opportunities we haven’t seen in several years, and we are excited as 
we are finding more depressed companies to buy looking ahead to 2023.  We expect to remain generally 
more active in trading throughout the first and second quarters or as long as major performance 
discrepancies remain.  

In looking for new holdings, we are continually trying to improve the price to value equation within each 
portfolio.  One of the keys to superior performance long-term is to hold companies that are of 
sufficiently high quality so that we don’t feel compelled to sell low if they underperform or 
fundamentally disappoint on a short-term basis.   
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Investment Strategy 
 
The importance of a strong investment strategy or approach was particularly important last year, but it 
remains important at all times.  Our strategy tells us what to buy and, generally speaking, when.  In 
principle it is very simple but in execution is far more challenging, particularly in taxable portfolios. 
 
We start with a list of what some might call “all-weather” stocks.  These are mostly recognizable names 
with strong financials and a long history of fundamental progress.  We further qualify it by eliminating 
any companies with dividend yields below the S&P.  What we end up with is a list of about 150 
companies that most of us would be generally happy to own for the long run.  Eliminating potential 
disaster is one of our specific goals.  We define this as a stock that goes down in price due to a major 
deterioration in fundamental position from which a company is unlikely to ever fully recover.  This is 
different from a company whose business is just out of phase with the stock market’s focus. 
 
In fact, those are the stocks we particularly look at as purchase candidates.  We rarely buy companies 
that are currently the talk of the market as they are usually high in price rather than low.  Archer Daniels 
(ADM) was one of our biggest winners last year.  However, today the stock is roughly 40% higher than it 
was a year ago – same company but now probably overpriced.  Certainly, earnings did not go up by 40% 
and price going up faster earnings is one way overvaluation occurs.  The “story” behind ADM is that as 
agricultural commodity traders, they would benefit from rising prices due to inflation.  This did happen 
but just not to the extent that was reflected in the stock price.  If inflation now eases, they will be on the 
negative side of the cycle.  So Archer Daniels is now a candidate for sale or reduction though there has 
been no major change in the long-term nature of their business. 
 
While this was happening, technology stocks were being pummeled with Microsoft, for example, ending 
the year about 30% lower than when it started.  Again, with no major change in the long-term outlook 
for the company. 
 
If we were to swap Archer Daniels into Microsoft today, we would be able to buy roughly twice as many 
shares in Microsoft as we could have a year ago due to nothing more than price change.  These are the 
kind of extremes we are looking for when we trade one common stock for another. 
 
With respect to our approach to holding cash, this depends mostly on the client.  Over time, stocks 
return considerably more than cash so unless there is a need for a highly stable asset, why hold it?  
Actually, there are several good reasons:  to cover expected cash withdrawals over the next year or two, 
to hold a reserve against unforeseen cash requirements by clients, to hold a reserve for stocks we would 
like to buy but only at a lower price or, finally, to provide peace of mind for clients by reducing volatility, 
as noted in the opening section of this letter.  The amount of cash that is reasonable for each client 
varies, but by holding a comfortable reserve we can ensure that our clients are never forced to sell 
stocks to raise cash when the market is low.   
 
As previously discussed, we don’t expect 2023 to be a repeat of last year.  We generally think that it will 
be a period when patience will be rewarded.  No one has a crystal ball, but it is reasonable to think that 
the market can end the year at a somewhat higher level than it was at on December 31. 
 
Last year was filled with many surprises and shocks to the system and stocks acted accordingly.  Will 
there be more in 2023?  There will probably be some.  But we think that these, rather than major 
unexpected economic events and policy changes, will likely determine where we end up. 
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As always, we thank you for your business and the confidence it shows in the approach described above.  
Please give us a call if you have any questions on either your portfolio or this letter. 
 
 Sincerely, 
 
 
                                                Loudon Investment Management LLC 
 
 
DML/ELS/JS/LRO 
 
 


